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range of 'the accidents of international trade, the internal policies of
other nations, and political disturbance in other continents'. The Re-
construction Finance Corporation would be authorized to buy gold
newly mined in the United States, and also, wherever necessary to
the end in view, gold on the world markets, at prices to be determined
from time to time after consultation with the Secretary of the
Treasury and the President. This was not an expedient, added Mr.
Roosevelt, but a policy, designed to 'establish and maintain a dollar
which will not change its purchasing power during the succeeding
generation5.
The new gold policy thus had a double purpose. It was one thing
to place the purchasing power of the dollar out of range of inter-
national accidents; it was quite another to attempt, by manipulating
the dollar's gold value, to control its internal purchasing power, that
is to say the level of prices in the United States. Within limits,
certainly, a free exchange rate would represent the ratio between the
price level at home and price levels abroad (the 'purchasing power
parity' theory). Hence it might have been deduced that by depressing
the exchange rate-^-that is, by raising the price of gold—home prices
would be correspondingly raised. But obviously this would be true
only if foreign prices remained stationary. Moreover, the purchasing
power parity theory essentially applied to a free exchange; it did
not rule out the possibility that the exchanges might be artificially
pegged at a level different from the 'natural3 parity.
Nevertheless, unless and until external prices fell as far as the gold
value of the dollar, a rise of certain American prices was to be ex-
pected from a deliberate increase in the price of gold. Imported
commodities would command a higher price; so would home-pro-
duced goods whose price was fixed on a world market (provided the
dominating source of supply was not the United States itself). But
it was also certain that, in the absence of internal inflationary forces,
the rise of American prices would not be so rapid or so widespread
as to counteract completely the fall in the exchange value of the
dollar. Hence imports would be somewhat checked and exports
stimulated, and gold would tend to flow in. It could also be foreseen
that, if the buying price of gold were progressively raised, speculators
would sell dollars in the hope of buying at cheaper rates later; the
resultant depreciation of the dollar would outrun the officially
engineered depreciation, as expressed in the price for gold.
These theoretical expectations were by no means falsified by
events. The price announced for purchases of gold by the Recon-
struction Finance Corporation, on the 25th October, was $81-36 per

